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MEMORANDUNM FOR THE RECORD

SUBJECT: Imcestive Castracting

i« A meeting was held in Koo 3E«13 Headquarters Buliding

| 25X1A98  4m 16 Imnuary 1964 in conmection with the presentatiss by I
- 25X1A% N Chief, Frocurement Division/OL to represeatatives of the
ﬁ various offices in DE/ERT. The foilowing were prosent:
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25X1A%a Al Prevesyre sauting with & discussion ou its purs

pose ahd pregest situation with respect ts the aadsrstending which now
: exists hetweon the Office of DD/SET and the Frocurement Division of
% i, the Loeglstics Handbook on the basis of which the Menorandun: of
: Undeestanding was tenusd, and the propossed directive for lssuance by
the DCT boplewenting Incentive contracting procedures.

25X1A9%9a 5% B toon pressotad his discourse on iscentive cone
tracting bringing sut the fallowlng polnte eiber for infor-nation or fars
ther discussion by the group:

4. The backgrouad of the drive for incantive contracting
iz based on Secretary iicManara's prescatation to 3 Congressional cor~
witter ralative to reforaws now set g is the Departivont of Defenss oy
the change of contract procedures that would stiulate considerable
savings to the Government then heretofors realized for the fiscai year
1964, As the result of this prosestation by Sacretary McMNamara and
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the w.otives drivad thereirom:, the AEFR was aineaded on 15 August
1963 o reflect the changes s the cantracting procedures for purpases
of negotiating om incentive basis,

8. C1A nes about [ 2+11ars 1o contracis sx-
clusive of OBA contracts negotiated by NN

C. Secratary MoNaaras urged more conpatitive bide
on & fized price basis which in turn would creste a considurable savings
to the Goverarceut. In this connection, it was painted out that C1A has
il per cemt of cor:petitive fixed price bida out of the entize total of con~
tracts negotiated,

2. Twenty per ceot of the Departicent of Defense re-
seareh contracts are competitive 1o the extent of 1. 2 billiom dollars,

£. IuClA the average negotiated incentive contracts
was . 3 per cent.

. I 2cinted out soce of the exaroples in
connsstion with incentive contracte, and the responaibility invoived
thersunder:

{a} Cost « It should be the prerogative of L./
12 to detexioine the actual cont to be negotiated,

{b} Parformance » The technical projeet nonitor
would control establishlng minlcun: and maxizum levels., In conmection
with good or bad performance, the award or penalty with respact thexeto
shisald be a joint determination reflected and apgotiated to the contract.

{e} Delivery -~ The technical monitor establishes
the deadlines, but CL/PD assists in deterwminstion of bonce and penalty,

G, I it oot certnin ohjsctives of the
Fracuressent Divielon, samely:r

{8} CTempetition arong bidders

{b)} Uwne incentives
{e} Get preposals in writing
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#. Categories of comtracta. As & result of dlecussing
the varions categories in comnection with our offices involved, relating
1o incentive comtracting, it was determined that whenever we had cone
tracts of personal services, externs! amalysis, and fundasvental ro~
ssarch, incontive comtracting did not come into play and "as aweat”
was involved. Howsver, the developmsental type of contract is used to
bulid a prototype, or te bulld a plece of eguiprent., In this connection
preproposal discussions and sollcitations by project soniters are aslay
unfler this syste:, but the actual request to contractars for bids will be
forwarded to the Cffice of Legistics, Procurement Division and in tarn
the bids will be received by thea. At this point, IR o e it
ciear that standardised {(tercs which are neaded by the Agency 4o not
core under the categary of competitive bldding since the prices have
alrssdy besn established for the {tems concernsd,

1. The Frocersment Evaluation Commities and its
fusctions were discussed and how it related to the procurement activie
tien. Logistics reserves the right to determine whether a contractor
sbould go cost plus fixed fee or cost plus incentive fee. However,
feanibility study couid proceed priov to the jetting of & cost plus incentive
{ee caotract for production run. [ indicated that while in-
ceutives types of contracis way vost morve money issofar as coupany
profits are concerned, this paticular type of contract weuld hold doen
sxpensive sverruns thereby reducing actual cost to the Goverarcent.

J. A question was ralsed at thie tiene as to the length of
tize lavolved in negatiating incentive types of contracts and whather
additional tinmie would be Tequired by Logistics to segotiate such comtracts.
The saswer given by was that the negotiating of these types
af comtracts would be lengthy siace incentive clauses have to be nsgotisted
with all possible competitors. ..

Senior Logistics Officer
LD fseT
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